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II. EXECUTIVE SUMMARY 
As more and more Americans struggle to pay for adequate housing each year, the need 
for housing policy that creates more affordable options increases. This report begins by 
explaining the growing need for affordable housing options throughout the United States with 
an in-depth focus on the Town of Chapel Hill. It then describes how Inclusionary Zoning (IZ) 
programs have been adopted and implemented in certain communities to increase the 
availability of affordable homeownership. Specifically, it examines the IZ ordinance passed by 
the Town of Chapel Hill, North Carolina and its implementation by the Community Home Trust, 
the community land trust responsible for administering the IZ ordinance in Chapel Hill. This 
analysis reveals the current issues faced by the Town and the Community Home Trust in its 
efforts to implement the IZ policy and ensure the future supply of affordable homeownership 
options. In addition, this report stresses the importance of increased municipal support in 
continuing the organizations work, outlining “best practice” research that should be adopted by 
the Town of Chapel Hill. Finally, this report proposes policy recommendations to the Town’s IZ 
program and argues for increasing the municipality’s role in ensuring the sustainability of the 
Community Home Trust.   
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III. GROWING NEED FOR AFFORDABLE HOUSING 
National Level 
The latest report from the State of Nations Housing shows that despite the supposed 
housing recovery, there is no recovery in sight for those living in cost-burdened households 
(State of Nations Housing, 2013). Exhibit 1 below shows the growing number of Americans 
struggling to afford housing – now more than 42.3 million households (37 percent) face a cost 
burden, meaning they pay more than 30 percent of pre-tax income on housing costs.   
Exhibit 1 – # of US Households with Housing Cost Burdens (Millions) 
  
              Source: State of the Nation’s Housing, 2013 
 
From 2001 – 2011, the number of severely burdened households increased by 6.7 million (49 
percent). As the number of Americans needing affordable housing increases, the supply of low-
cost units continues to shrink. The biggest gap in housing availability concerns those households 
needing the most help – households with extremely low incomes (ELI).1 In 2010, only 5.5 million 
                                                          
1 Extremely Low Income (ELI) refers to households making 30 percent or less than area median income 
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rental units were affordable to the 9.8 million ELI renters, a deficit of 4.3 million (Housing 
Spotlight, 2012). Both competition from higher-income renters and poor housing quality further 
limit the supply of low-cost rental housing. Of the 6.8 million units that would be affordable to 
ELI renters, more than a third were occupied by households with higher incomes. In addition, 
560,000 of the affordable units where ELI households reside are deemed structurally 
inadequate. 
As efforts to increase the availability of rental options for low to moderate level income 
households has failed, the ability to provide affordable homeownership options has become 
more popular. Homeownership remains the primary vehicle for wealth building among lower 
income and minority families and remains a transformative tool used to break the cycle of 
poverty. Successful affordable homeownership programs provide lower wealth individuals and 
families an opportunity to live in close proximity to places of employment, public transportation 
and better public school systems. In many cases, these are the people who service our city or 
town’s transportation systems and hospitals, police our roads, and educate our children. 
Local Level – Chapel Hill, NC 
One community that has struggled to provide adequate affordable housing options for 
low to moderate income families is the Town of Chapel Hill, North Carolina. Due to its 
relationship with the University of North Carolina, a highly educated population, and increasing 
attractiveness to retirees, Chapel Hill has enjoyed steady economic growth since the turn of the 
century. Home prices in Chapel Hill have outperformed neighboring municipalities, continuing 
to rise even during the financial crisis. Exhibit 2 below shows the rise of median home sales in 
Chapel Hill compared to its neighbors Durham, Cary, and Raleigh.  
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Exhibit 2 – Median Home Sales Comparison, All Housing Types (2000-2010) 
 
Source: Triangle MLS. Graphic from Residential Market Study prepared for the Town of Chapel Hill by Development 
Concepts, Inc. in 2010  
The median home price through the first three quarters of 2013 is $354,000, compared to the 
national median of $199,500 (National Association of Realtors, 2013). The median household 
income for Chapel Hill is $68,700, compared to the median US household income of $51,017 
(HUD, 2013). 
As home prices continue to increase, more local employees are forced to live elsewhere. 
As of 2011, 78 percent of Chapel Hill employees live outside of Chapel Hill zip codes, an increase 
of 8 percent since 2004 (Chapel Hill Planning Department, 2011). This equates to longer 
commutes, more congestion, and more money spent on transportation. Exhibit 3 shows the 
top 5 employers in Orange County, 96 percent of which work for the public sector. 
Chapel Hill 
Cary 
Raleigh 
Durham 
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Exhibit 3 – Top 5 Employers in Orange County 
 
             Source: Orange County Economic Development, 2010 
With the exception of some public school employees, all of these jobs are located within Chapel 
Hill. Given that public sector salaries are often smaller than the private sector, there exists a 
strong need for workforce housing in Orange County. Too many public employees are forced to 
live outside Town limits due to increasing property values and a decreasing number of 
affordable options. This displacement results in increased travel time and distances for a large 
portion of the workforce, increased 
traffic congestion, and an imbalance of 
the Town’s population diversity. Current 
home prices in Chapel Hill restrict many 
low to moderate income households 
from obtaining the dream of 
homeownership.  Exhibit 4 calculates 
the affordability gap for a hypothetical 
homeownership case in Chapel Hill. As 
shown, if a single-income family earning 
80 percent of the area median income 
(AMI) attempts to buy a townhome in 
Employer Public/Private # of Employees
UNC - Chapel Hill Public 16,217
UNC Health Care System Public 7,964
Chapel Hill - Carrboro Schools Public 2,138
Blue Cross Blue Shield Private 1,239
Orange County Schools Public 1,157
Total 28,715
% Public Employment (out of  Top 5) 96%
Exhibit 4 – Affordability Gap Analysis, Chapel Hill
Price of Home* 225,000$   
Down PMT (10%) 22,500$     
Loan Amount 202,500$   
Interest 5%
Term (Months) 360
Monthly Loan PMTs 1,087$       
Orange Cty & CH Tax Rate 1.58%
Monthly Taxes 296$           
HOA Fees, Insurance, etc. 150$           
Total Monthly Homeownership Costs 1,533$    
AMI (FY 2012)** 48,100$     
80% AMI 38,480$     
Monthly Housing Expense (30%) 962$           
Affordability Gap 571$       
*Median Price of a townhome in Chapel Hill, 2012
** Median Income of Single Income Family, 2012
Chapel Hill Homeownership Cost Analysis
Affordability Index
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Chapel Hill, the family would fall short in their ability to make monthly homeownership 
payments by $571. This is known as the affordability gap.2  
Exhibit 5 below paints an even bleaker picture. Looking at average wages compared to 
the cost of renting or owning a unit in Chapel Hill, most employees of the traditional 
“workforce” occupations in Chapel Hill cannot afford to own even a condominium, much less a 
townhome or single family home.  
Exhibit 5 – Housing Affordability in Orange County Based on Selected Hourly Wages, 2010 
 
Data Source: Bureau of Labor Statistics 
Graphic Source: Development Concepts, Inc., Residential Market Study Prepared for the Town of Chapel Hill 
                                                          
2 Affordable Housing – Affordable to families earning less than 80% AMI who set aside no more than 30% of their 
income for housing costs 
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One way in which Chapel Hill has attempted to plan ahead and manage the Town’s 
growth is through the use of an Inclusionary Zoning policy, meant to provide an adequate 
supply of affordable housing options that are close to the jobs of its residents. The 
implementation of this ordinance requires developers to include affordable housing in addition 
to market rate housing in their new owner-occupied housing developments. 
IV. INCLUSIONARY ZONING 
Background 
Over the past several decades, policymakers have increasingly looked to Inclusionary 
Zoning (IZ) as a mechanism to address the shortage of affordable housing options in their 
communities. The name is meant to counter the existence of exclusionary zoning practices, 
which have traditionally excluded low-income housing development in certain areas. Although 
IZ policies are structured in a number of different ways across the country, IZ is effectively an 
affordable housing tool which links the production of affordable housing to the production of 
market-rate housing. By placing deed restrictions on a percentage of new housing units within a 
development (often referred to as “set-aside” units), IZ programs seek to create a permanent 
source of affordable housing that otherwise wouldn’t exist within the free market. These 
practices, which trace their roots to Montgomery County, Maryland in the 1970s, are now 
implemented in over 200 municipalities across the United States. Often, these policies are 
found in high-income, high home-value communities that struggle to provide homeownership 
options for low to moderate income families.    
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Inclusionary Zoning Process  
Generally speaking, IZ policies require (or encourage) market-rate housing developers to 
set aside a certain percentage (usually 10 to 20 percent) of new units as affordable for low to 
moderate income households. These units are usually deeded over to a governing entity, 
typically a community land trust, charged with providing and preserving affordable 
homeownership in the community in which they operate. The prices of these units are then 
tied to a percentage of AMI and can only be sold to households meeting certain income 
requirements. By placing deed restrictions, often for as long as 99 years, and renewing the 
restrictions upon resale on the physical property, a permanently affordable housing supply is 
introduced to the market. The incremental costs of this development, if any, are born primarily 
by the developer, as opposed to a government entity, who may experience a lower internal 
rate of return on their project on account of rent restrictions. In most cases, however, 
developer returns are unaffected due to density bonuses, reduction of impact fees and 
governmental subsidies earned as a result of providing affordable units (NPH, 2005). 
Like most affordable housing policies, IZ programs have generated plenty of 
controversy. Supporters of IZ speak to the fiscal sustainability of the model given that direct 
public subsidies come upfront and are not renewed on an annual basis. Proponents also argue 
that IZ programs promote economic and racial integration by requiring affordable and market-
rate units to be located in the same development. Furthermore, by placing these properties 
under the long-term ownership of community land trusts, the policies buffer the adverse 
impacts of gentrification by providing a stock of housing that remains affordable. Those 
opposed to IZ policies believe that placing mandatory “set-aside” requirements will instead 
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cause developers to build in areas that do not require such concessions. In addition, opponents 
believe it is unfair to place the burden of affordability onto developers who in turn will increase 
the prices of the market-rate units to recoup the losses. Despite these concerns, most 
communities that have adopted an IZ policy while offering certain development incentives 
(density bonuses, reduction of impact fees, etc.) have not seen the negative impacts associated 
with market-rate home prices or production (Center for Housing Policy, 2008). 
Inclusionary Zoning in Chapel Hill, NC 
In 2001, the Town of Chapel Hill required all rezoning approvals to be consistent with 
the comprehensive plan, which called for the creation of more affordable housing (specifically 
15 percent of all new developments). In essence, the Council created a voluntary affordable 
housing program that residential developers felt obligated to contribute towards in order to 
gain approval of their rezoning request (Dowling, 2013). Despite the original policy’s success at 
increasing the amount of affordable homeownership options, the Council revisited the issue 
beginning in 2005 with the intent to formalize the policy and clear up uncertainties. An IZ task 
force was formed to analyze IZ programs around the country, determine the need and 
justification for the policy, and implement a strategy. 
On June 21st of 2010, the Town officially enacted an IZ ordinance requiring developers of 
residential developments of five or more units to provide 15 percent (10 percent in the Town 
Center) of their units at prices affordable to low and moderate income households (Town of 
Chapel Hill, 2010).3 The ordinance also included details pertaining to minimum floor area ratios, 
                                                          
3 Chapel Hill’s IZ program is mandatory; however, NC state law prohibits mandating ownership regulation at the 
municipality level. Therefore, Chapel Hill is technically not allowed to force developers to adhere to their IZ policy. 
However, developers wanting approval for their development have learned that non-compliance all but assures 
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minimum square footages, specifications pertaining to interior and exterior design, and 
development cost offsets available to the developer ensuring adequate feasibility of their 
project.  In addition, the ordinance approves four alternatives to the development of on-site 
affordable housing that the Council believes still achieves the goals of increasing affordable 
housing. These alternatives include land dedication, dedication of existing units, off-site 
construction and a “payment-in-lieu” of housing. The payment-in-lieu option is the most 
frequent alternative exercised, requiring developers to pay $85,000 per unit of affordable 
housing not provided.4  
Since 2001, over 210 set aside units have been deeded over to the Community Home 
Trust (CHT), the governing community land trust in Orange County charged with implementing 
the Town of Chapel Hill’s IZ program. As a result, 210 affordable homes have been permanently 
added to the Orange County housing supply, the majority being in Chapel Hill, and lower wealth 
households have been given an opportunity not normally obtainable. Despite the program’s 
success over the last 12 years, the IZ program in Chapel Hill currently faces serious problems 
due to the growth of the portfolio, lack of funding, and the absence of a formal agreement in 
place between the Town and CHT.    
                                                          
their project will not be approved. Chapel Hill has never been challenged by a developer concerning their IZ 
ordinance   
4 $85,000 is the current estimated amount needed to subsidize an affordable house in Chapel Hill. This topic will be 
debated later in this report 
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V. COMMUNITY HOME TRUST 
Background 
As mentioned, the “set-aside” units created from IZ ordinances are predominantly 
overseen by community land trusts (CLTs), to whom the units are deeded. Under this model, 
the nonprofit’s mission is to sell and preserve affordable homes for low to moderate income 
households. In 2001, the Chapel Hill Town Council requested that the Community Home Trust 
(CHT) implement the Town’s IZ program. Under this model, CHT maintains ownership of the 
land and leases it for a nominal fee to the individuals living in the homes. In order to qualify for 
a CHT home, prospective homeowners must meet the following criteria: 
 Must be a first time homebuyer or not have owned a home within the last three years 
 Must earn 80 percent or less than the area median income5 
 Must live or work in Orange County 
 Must make the home their primary residence (no investing) 
- (Community Home Trust, 2013) 
From the beginning of the process, CHT staff works with developers on pricing, siting 
and other aspects of affordable housing within proposed developments that include owner-
occupied housing units. CHT is responsible for the initial sales of affordable housing units and 
securing necessary subsidies, requiring the execution of purchase contracts with both 
developers and home buyers. Typically, CHT purchases a fee simple interest in real estate from 
the developer and simultaneously conveys a leasehold interest to a qualified buyer; however, 
                                                          
5 Applicants earning between 80% and 115% of AMI can apply but are limited to buying unsubsidized property in 
CHT’s inventory 
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there is no purchase of an inclusionary home from the developer until an income-eligible buyer 
is able to secure financing and close on the property themselves. Finally, CHT is responsible for 
educating prospective home buyers, conducting a comprehensive stewardship program, and 
offering financial counseling to both buyers and current homeowners. 
The average home sold by the Home Trust sells for $90,000 -$150,000, typically 30 to 50 
percent below the market value (Community Home Trust, 2013). Acting as the sole mechanism 
for Orange County’s IZ policy, CHT has built up a portfolio of 210 homes over the last 12 years, 
the majority of which are located within the Chapel Hill town limits (84 percent). These homes 
have a market value estimate of close to $40M. 
Current Issues 
As early as 2007, CHT staff informed Orange County and the Town of Chapel Hill that the 
organization faced challenges regarding the sustainability of its operations (Dowling, 2013). The 
first obstacle CHT faces, one faced by many non-profit organizations, concerns a lack of 
operational funding. External sources of funding are necessary to increase the number of resale-
restricted homeownership units through the provision of funding to purchase the land or subsidize 
the home, and often, to 
rehabilitate homes. While 
internally-generated sources 
of revenue help to off-set 
costs, external funding is vital 
to support ongoing operating 
expenses and expansion.  As 
64%
1%
21%
9% 5%
Exhibit 6 - CHT Income Sources
FY 2012/13
Grants/Subsidies for
Operations
Other Grant Income
Earned Income
Contributions
Other Revenue
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shown in Exhibit 6, CHT’s funding is heavily dependent on grants and subsidies, the majority of 
which come from the municipalities being served.  Currently, the organization receives annual 
operational funding of $200,000 from Chapel Hill, $149,000 from Orange County, $34,000 from 
Carrboro, and $2,000 from Hillsborough (Community Home Trust, 2013). Surprisingly, the level 
of funding has remained static for the last 6 years. During this time, CHT’s portfolio has grown 
by 65 percent and has operated with a budget deficit of close to $50,000 during each of the last 
two fiscal years (Dowling, 2013). In the early years of CHT’s existence, municipal support 
averaged close to $10,000 per home, per year. Today, the level of annual support falls just shy 
of $1,700.6 Exhibit 7 shows the level of municipal support versus the portfolio growth since 
2002.  
 
                                                          
6 Numbers calculated by dividing total annual support from Chapel Hill, Orange County and Hillsborough by total 
number of homes in the portfolio at the end of that fiscal year.  
0
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Exhibit 7 - CHT Portfolio Growth vs. Municipal 
Support (2002 - Present)
# Homes in Portfolio Municipal Support per Home ($)
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Additional funding comes from Orange County through the HUD Community 
Development Block Grant (CDBG) program. Due to the recent sequestration and other budget 
cutbacks, national CDBG funding has seen a 37 percent cut since 2010 (National Association of 
Counties, 2013). With additional budget cutting proposals looming, the long-term availability of 
these funds to organizations like CHT is threatened. As a result, CHT will most likely become 
even more dependent on municipal funding in the future.   
 CLTs frequently have challenges accessing external funding. In fact, in a survey of 64 
CLTs around the country performed by Emily Thaden of the Housing Fund Vanderbilt University, 
46 (or 72 percent) reported that less than 50% of their operating budget was covered by 
internally-generated income sources (Thaden, 2012). Thaden’s research also found that the 
greater number of homeownership units being managed by a CLT correlated significantly with 
the amount of operating budget resulting from internally-generated income sources.  Despite 
CHT’s recent portfolio growth, the organization is still below the average size of nationwide 
land trusts (as measured by total # of units under management).7   
In addition to the lack of financial support, the organization also faces an inability to 
service the rapidly growing portfolio of homes. As Chapel Hill’s population continues to grow, 
so will CHT’s inventory. The Town’s 2020 Plan lays out one of its main goals as the desire to 
“increase the ratio of workforce housing” (Chapel Hill 2020 Comprehensive Plan, 2012). These 
efforts will undoubtedly increase CHT’s portfolio as the Town seeks to expand affordable 
housing options. Due to limited administrative capabilities, increased management 
                                                          
7 The average # of units in the survey conducted by Emily Thaden was 273. 
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responsibilities, and maintenance costs, CHT is already struggling to keep up with its current 
portfolio growth under its present financial situation. Since 2007, CHT has worked to ensure the 
long-term maintenance of its affordable homes by collecting monthly stewardship fees from its 
homeowners (Lee, 2013).  Stewardship funds, which are segregated from operating funds, are 
designed to pay for big-ticket maintenance items such as new roofs and HVAC replacement. 
Since more than 100 CHT homes were sold prior to the start of the stewardship program, these 
homes did not have stewardship funds available until they resold (many have still not resold). 
As these older homes resell, CHT has accepted responsibility for seeding the stewardship 
accounts for the new buyers, resulting in a huge financial burden for the organization. 
Another complication with the growing portfolio concerns the ability of potential CHT 
homeowners to obtain a loan. As mentioned, CHT does not purchase the designated affordable 
units from a developer until there is a qualified homeowner lined up to occupy the home. 
Recently, these individuals have had trouble obtaining loans due to current tightening of 
lending standards related to the financial crisis. As a result of the foreclosure crisis, many first 
mortgage lenders are no longer in business and others have instituted stringent underwriting 
criteria, greatly decreasing their mortgage pool. Consequently, low to moderate income and 
minority households are once again finding it extremely difficult to enter homeownership. Forty 
percent of established CLTs (25 out of 63) reported that at least one of their partnering lenders 
had stopped lending to their homebuyers since the end of 2008 (Thaden 2012). In the case of 
CHT, both Sun Trust and RBC had been reliable sources of mortgages for potential homebuyers 
from 2001-2008. However, after the financial crisis from 2009-2011, both banks ceased offering 
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loans to CHT homebuyers (Dowling, 2013).8 These financial institutions were responsible for the 
majority of CHT homebuyers’ loans, and as a result, many potential homeowners have 
struggled to obtain a loan. If CHT is unable to line up homeowners in a timely fashion, there is 
risk of these homes going back into the hands of the developer to be sold at market rate. 
Therefore, CHT’s ability to keep allocated set aside units affordable is jeopardized by current 
lending issues.   
VI. POLICY EVALUATION 
Despite the amount of time spent by the Town of Chapel Hill on implementing their IZ 
policy, there were certain elements overlooked that threaten the program’s effectiveness and 
survival. For starters, the ordinance is in fact unenforceable by the Town Council. NC state law 
prohibits municipalities from mandating ownership regulation; therefore, Chapel Hill would 
have a hard time forcing a developer to comply with the ordinance. Instead, most developers 
assume their project wouldn’t get approved without adhering to the requirements. No 
developer has ever challenged the ordinance in court, but it’s certainly a risk the Town should 
consider. As currently written and mandated, the ordinance has allowed for many 
inconsistencies and negotiations between the Town and developers from one project to the 
next (more on this below).  
                                                          
8 Sun Trust stopped offering their loan product for land trust mortgages in 2009 and haven’t reopened this market. 
RBC’s product was no longer offered following the purchase of the bank by PNC. 
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Payment-in-Lieu 
As mentioned earlier, the Town’s IZ policy simply “encourages” developers to provide 
the affordable allotment rather than actually mandating the policy due to the legality issues 
mentioned above. The only requirement of residential development applications is that they 
include provisions to expand the Town’s affordable housing supply. Often, developers opt for 
the payment-in-lieu (PIL) option as opposed to developing affordable units that will be deeded 
over to CHT. According to the Town of Chapel Hill’s IZ ordinance, developers must pay $85,000 
per affordable unit that would’ve been created from their development had they allocated the 
suggested 15 percent (Clark, 2014). For instance, if a developer builds 100 units and makes no 
concessions for affordable units, $1.275M ($85,000 x 15) must be paid by the developer in lieu 
of allocating affordable units. $85,000 has been the required amount since 2010, representing 
the approximate amount needed to subsidize an affordable home in Chapel Hill (Town of 
Chapel Hill, 2011).   
This is essentially saying that it would cost $85,000 for CHT to produce any type of 
affordable home for a family making 80 percent of AMI.  This amount may be accurate when 
considering the development and subsidy costs for a small single family home or townhome. 
However, since 2010 many new developments in Chapel Hill have been in the form of 
downtown condos. The subsidy required for these types of units is usually far more than 
$85,000. For instance, newly constructed two-bedroom condos at 140 West Franklin Street in 
downtown Chapel Hill are currently selling at an average market rate price of $300,000. 18 
units from this development were set aside as affordable and deeded over to CHT. A two-
bedroom affordable unit at 140 West Franklin Street sells for $120,000. This represents a 
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combined subsidy from both the developer and Town of $180,000, far more than what 
would’ve been required from the developer had they opted for the PIL option. The point being 
that the town needs to rethink the PIL amount so that it fits in line with the type of units being 
developed.9 Clearly, the formula has not been updated since 2010, despite the fact that the 
ordinance states that the “Council shall annually establish the per unit payment amount” (Town 
of Chapel Hill, 2010).  
Rental Housing  
Another issue with the policy concerns the lack of attention paid to affordable rental 
housing. Just as there is a need for affordable homeownership options in Chapel Hill, there is 
also a serious need for additional affordable rental options. Many IZ programs across the 
country provide affordable rental options in addition to homeownership options. The Chapel 
Hill IZ policy, as is, falls short of providing affordable options to those who don’t have the 
means to own. According to the recently adopted “Affordable Rental Housing Strategy,” the 
Town’s IZ program does not include rental units because North Carolina state law prohibits rent 
control (Town of Chapel Hill, 2014). Indeed, NC statute 42-14.1 holds that “no county or city… 
may enact, maintain, or enforce any ordinance or resolution which regulates the amount of 
rent to be charged for privately owned, single-family or multiple unit residential or commercial 
rental property.” However, the statute also states that the law does not prohibit municipalities 
                                                          
9 The Town’s Inclusionary Zoning Ordinance states that “each year agencies actively involved in producing 
affordable housing will be asked to provide the Town Council with a list of new affordable dwelling units from the 
past fiscal year and to specify for each unit the dollar amount of subsidy needed to make each unit affordable. The 
per unit average of the subsidies will be calculated, and this average will be multiplied by the average percent 
increase in the cost of new homes constructed in the Town for that fiscal year. The result will be the payment-in-
lieu amount for the next year. The Town Council will establish the per unit payment amount on an annual basis.” 
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from “(1) entering into agreements with private persons which regulate the amount of rent 
charged for subsidized rental properties; or (2) enacting ordinances or resolutions restricting 
rent for properties assisted with CDBG grant funds” (NC Statutes and Codes, 1987). In the case 
of CHT providing affordable rental housing, both instances should apply, allowing for the 
inclusion of affordable rental units. In addition, there are several examples of land trusts in 
North Carolina that offer affordable rental units, including the Durham Community Land Trust 
in Durham, NC. 
Foreclosure Measures 
Finally, the current policy falls short in providing preemptive measures in the event of 
foreclosure. The Town’s IZ ordinance intends to preserve affordable housing, yet in the wake of 
foreclosure, there are no formal proceedings aimed at keeping the homes from being re-
claimed by the lenders. Currently, CHT does everything in its power to prevent foreclosure, 
including stepping in to make payments for struggling homeowners or lining up another 
qualified homeowner to assume the current mortgage in severe cases.  In the case of multiple 
foreclosures happening at the same time, however, the organization would be ill-equipped to 
handle such an occurrence.  
The current concerns regarding Chapel Hill’s IZ policy can be attributed to the lack of a 
formal agreement between the Town of Chapel Hill and CHT. CHT is the sole mechanism for 
carrying out the Town’s IZ policy, yet in 12 years since the ordinance’s creation, there has never 
been a formal agreement between the Town of Chapel Hill and CHT. As a result, there has 
never been a multiyear funding commitment from the Town, a formalized approach of dealing 
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with surplus units, or documentation of Chapel Hill’s responsibility to ensure the sustainability 
of the organization. Such a document will ensure that both the goals of the Town and CHT are 
aligned and expectations for both will be set. 
VII. CLT-MUNICIPALITY BEST PRACTICES 
Community Land Trusts vary in size, scale, and scope of work. Because each situation is 
unique, CLTs’ relationships with local governments and the subsequent level of organizational 
and financial support needed differ. Good CLT-municipality partnerships enable the land trust 
to accomplish the following imperative goals: 
 Expand its holdings while maintaining its current operations 
 Preserve the affordability of its homes  
The Lincoln Institute for Land Policy has researched many CLT-municipality relationships 
towards developing a set of best practices when it comes to the affiliation between a land trust 
and the municipality which it operates within. From their research, the authors concluded that 
municipal support becomes increasingly necessary in jurisdictions where a city, town or county 
places a social priority on the promotion of low-income homeownership (Davis and Jacobus, 
2008). In these relationships, like the one between Chapel Hill and CHT, municipal resources are 
offered to CLTs because both parties share similar goals and a strong desire to see the 
organization succeed. This partnership should be structured with a formal agreement that 
concerns the municipality’s ability to provide sufficient amounts of support while maintaining 
enough separation from the organization so that it can operate in a flexible fashion. In addition, 
municipalities must be prepared to make adjustments in the face of changing economic and 
social factors that may strain a CLT’s ability to operate sustainably.  
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Municipal Sponsorship - Incremental Funding Commitment 
As previously discussed, all CLTs depend on some level of financial support from the 
municipalities they serve. Many CLTs are able to depend on ground lease fees, membership 
fees, resale fees and other internally-generated revenue sources to fund operations once the 
portfolio grows to a certain size.10 As Davis and Jacobus point out, however, this “sustainability 
threshold” is typically only sufficient enough to cover the cost of the organization’s stewardship 
fees (discussed earlier). As a CLTs portfolio grows, general organizational costs increase as well. 
These include expenses related to general administration, strategic planning, homebuyer 
education, marketing, homebuyer eligibility screening, compliance, and fundraising (Davis and 
Jacobus, 2008).  The level of support provided by a municipality to a CLT should correspond to 
the scale of the responsibilities that are placed on the CLT’s shoulders (Davis and Jacobus, 
2008). As these responsibilities increase due to a growing portfolio, a gradually increasing level 
of operating support from local government should follow.  
The Champlain Housing Trust in Burlington, VT is the largest CLT in the country and 
often cited for the success of its funding model.11 The City of Burlington has provided grants to 
support the CLT’s operations every year since the organization’s incorporation in 1984. Most 
importantly, the City established the Burlington Housing Trust Fund, which is capitalized 
through a 1-percent add-on to the city’s property tax rate. The proceeds from this tax are used 
to distribute annual “capacity grants” that may be used to support the staffing, training, 
planning, fundraising, or ongoing operations of nonprofit corporations that develop 
                                                          
10 This size is generally referred to as 150-200 units 
11 The Champlain Housing Trust has been in operation since 1984, managing over 1,800 apartments and 
stewarding over 520 owner-occupied homes throughout Chittenden, Franklin and Grand Isle counties 
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permanently affordable housing (Higgins, 2014). Tying the trust fund’s solvency directly to 
property taxes ensures that a reliable stream of annual funds will be available for allocation to 
the Champlain Housing Trust. 
A CLTs success is directly correlated with the level of continued support received. With a 
commitment towards a particular level of external support, a CLT can be more aggressive in its 
growth plans, develop new programs more quickly, and offer more stable jobs (thereby 
attracting more qualified staff). Municipal funding commitments should be guaranteed and 
arranged through a formal agreement with the CLT. Under this arrangement, municipal officials 
and CLT staff should meet each year to discuss progress, portfolio growth, identify mutual goals 
for the coming year, and set the amount of the grant renewal (Davis and Jacobus, 2008). 
Benchmarks can also be useful to set expectations and add incentives for good performance. In 
this case, if the CLT is not performing as promised, the municipality can reduce the amount of 
the grant. Similarly, if the CLT exceeds expectations or makes a convincing case for more 
funding, the municipality can increase the grant beyond the initial commitment. The Sawmill 
CLT in Albuquerque, NM, for example, sets five-year funding plans for operating support with 
city officials. The city initially allocated $150,000 per year to the CLT, but this amount increased 
to $200,000 in 2007 because of both the CLT’s project success and its operational needs (Davis 
and Jacobus, 2008).  
Municipal Initiative 
In addition to continually contributing to the organization’s operational funding, 
municipalities must also work on increasing local CLT’s outreach, education and community 
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acceptance. Due to the financial constraints repeatedly mentioned in this report, most CLTs 
don’t have the in-house resources to spread the word about their work being done. Building 
awareness of a CLT’s success helps gain acceptance amongst local citizens, developers, and 
potential doubters. As a result, it becomes easier for a CLT to perform its role within the 
community. In addition, increased awareness often correlates with increased sponsorship from 
foundations, corporations, and individuals.  
An important municipal initiative concerns the effort to recruit involvement from local, 
nongovernmental organizations.  Large nongovernmental constituencies, such as key 
institutions serving the same population as the CLT, should be closely involved in the planning 
and organizational process (Davis and Jacobus, 2008). Such stakeholders can include local 
financial institutions, universities and large employers. In many cases, these organizations will 
have a vested interest in the success of the CLT’s operations and should be seen as an 
organizational partner. Municipalities should work to include these stakeholders in strategic 
planning discussions.  
In order for municipalities to remain as effective promoters of CLTs, they should play an 
active role on a CLT’s board. By reserving a board seat for a municipal council member, a CLT 
insures open dialogue between both parties and creates a permanent liaison between the CLT 
and its municipality.  
Municipal Flexibility  
Municipal participation is pertinent to a CLT’s success, but the level of involvement 
should not be misconstrued as governance. Any formal agreement made between city officials 
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and a CLT should be weary of inhibiting the organization’s ability to operate efficiently. In other 
words, municipalities must allow enough flexibility for CLTs to adapt to changing economic 
conditions and shifts in the political landscapes. This means trusting the CLT to make the right 
decisions about the success of the organization and giving it the freedom to act appropriately. 
As Davis and Jacobus point out, giving CLTs the flexibility to make their own decisions also 
shields the city council and other political leaders from direct responsibility for the CLT’s actions 
(Davis and Jacobus, 2008).  
VIII. SUSTAINABILITY RECOMMENDATIONS  
Chapel Hill’s IZ policy is still in its infant stage, having only been an official ordinance for 
3 years now. However, there is already dire need for policy changes if the Town wishes to 
continue the program’s success. Given the current challenges discussed above, CHT and the 
Town of Chapel Hill must create a formal agreement that lays out a path to a successful future. 
Local communities with inclusionary housing programs have a responsibility to contribute 
tangible and substantial resources so that the cost of providing affordable housing is 
manageable by the organization implementing the program. The goals of both parties are 
simple – the Town wants to increase affordable options and CHT wants to keep homes 
affordable. The Town and CHT must work together in creating a successful plan for 
sustainability. With a formal agreement in place, the Town can work with CHT to address 
current ordinance concerns, funding and foreclosure issues, and create more operational 
flexibility. 
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Ordinance Revisions  
As previously mentioned, Chapel Hill’s IZ policy is technically unenforceable – both the 
“set-aside” requirement and the payment-in-lieu option.12 The questionable legality of Chapel 
Hill’s ability to require set aside units presents a major dilemma with regards to the 
sustainability of the Town’s affordable homeownership program. Mandatory programs, such as 
the one implemented in Chapel Hill, rely on the court’s interpretation of the zoning and police 
power plausibility (Mulligan and Joyce, 2010). So far, the legality of the ordinance has never 
been seriously tested by a developer. Past disputes have always been settled by negotiations. 
Therefore, it remains to be seen how the Town’s IZ program would fare if challenged in court. 
Any developer with hopes of developing in Chapel Hill is unlikely to test the Town’s legal 
authority. However, the day will come that a developer decides to take the issue to court. This 
will create a serious problem for the Town and should be a prime concern for Town officials. 
The Town should work with their attorneys to revise the ordinance in a way that is consistent 
with NC municipal law.      
Funding 
Any formal agreement created between the Town and CHT should outline a multi-year 
funding strategy in line with expected portfolio growth. This can be accomplished by estimating 
the annual number of units that will be deeded to CHT based on a historical time series and 
future expectations associated with the 2020 Comprehensive Plan. With an estimate of yearly 
                                                          
12 In North Carolina, local governments possess no inherent regulatory authority to enact IZ ordinances unless 
granted authority by the North Carolina General Assembly. The General Assemble has never expressly granted this 
authority to Chapel Hill, nor any other NC municipality (Mulligan and Joyce, 2010)  
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portfolio growth, Town officials and CHT should agree to a 5-year funding plan that is re-
evaluated at the end of the period.  
In addition, the Town should consider establishing a “capacity grant” similar to the one 
imposed in Burlington, VT. Such a levy tied to property taxes would substantially increase 
annual funds available for allocation to affordable housing operators such as CHT. The 
stewardship fees associated with CHT’s current portfolio are becoming too onerous to maintain 
at the current levels of financial support. Without the necessary operational funds, CHT’s 
budget deficit will continue to increase and the organization will be unable to pay for general 
operations, expanding its staff, and marketing efforts. 
Donations from the private sector must play a larger role in CHT’s financing as well. A 
survey of CLTs performed in 2006 by Jeff Corey of the Northern Communities CLT and Jeff 
Washburne of the City of Lakes CLT revealed that CLT’s receive on average between 10 and 70 
percent of their operating revenue from private donation sources (Davis and Jacobus, 2008). As 
seen earlier in Exhibit 6, CHT currently receives 9% of its annual operating budget from private 
contributions. With the help of the Town, CHT must improve its outreach to local affiliations 
affected by the organizations success. The First Homes land trust in Rochester, MN received a 
$7 million grant in 2000 from the Mayo Clinic, the area’s largest employer (Davis and Jacobus, 
2008). The company realized that a shortage of affordable housing options in Rochester directly 
affected their workforce. The Town of Chapel Hill should encourage local business leaders to 
engage in collaborative conversations with municipal officials and the Home Trust to further 
develop relationships and build awareness of the work being done by CHT.   
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Payment-in-Lieu  
The current PIL structure is inconsistent and inadequate. The Town must work with CHT 
and local developers on establishing a revised formula for the PIL option, taking into account 
the development type and the amount of subsidy needed.  The amount should not punish 
developers, thereby deterring development from being proposed. However, it should reflect 
the type of development being constructed and account for differing subsidy values. There 
needs to be a rational nexus between the Town and developers and one between the Town and 
CHT that satisfies the exaction principle (Mulligan and Joyce, 2010). The creation of an exaction 
formula will also help to justify the legality of the IZ ordinance.13  
The PIL structure must also reflect the possibility of socio-economic changes. Since the 
IZ ordinance’s official inception in 2010, all new development approvals have been rental 
developments. Due to the continued tightening of the lending market, more and more 
Americans are renting as opposed to owning. As construction of multi-family units continues to 
outpace the construction of single-family homes, municipalities like Chapel Hill will see 
continued demand for multi-family building permits. The current IZ ordinance does not require 
a standard level of PIL payments for rental developments. According to the Town, these 
payments are instead negotiated between the Town and developers on a case by case basis 
(Clark, 2014).  
                                                          
13 In Home Builders Association v. City of Napa, 90 Cal. App 4th 188 (2001), the court evaluated a generally 
applicable mandatory inclusionary zoning program and refused to apply the “essential nexus” and “rough 
proportionality” standards on the basis that the program was generally applicable. In the event an inclusionary 
zoning-related dedication is evaluated as an exaction, the nexus and the proportionality tests could be satisfied 
through a study demonstrating a connection between the construction of market-rate housing and the need for 
affordable housing (Mulligan and Joyce, 2010). 
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The lack of approvals for owner-occupied developments means the future pipeline for 
homes being added to the CHT portfolio is empty and that any PIL contributions will be 
negotiated. As a result, the contributions from these rental developments are variable and 
uncertain. Recent negotiations have been inconsistent and hardly adequate. For example, the 
town recently approved development plans for 123 W Franklin St, a mixed-use project that will 
deliver 300 rental units to the heart of downtown Chapel Hill. None of these units will be made 
affordable for low-income individuals. Instead, the developer negotiated a payment of 
$250,000 to the Town towards their affordable housing efforts to be paid over 5 years. This 
payment seems extremely low considering the impact the development will have on the Town’s 
infrastructure and service industry. In addition, this type of negotiation sets a precedent for 
future development projects.  
Finally, the entirety of the AHF should be allocated to CHT until the organization is no 
longer running a deficit and adequate funding alternatives are in place. The AHF was 
established to “preserve owner-occupied housing in Chapel Hill for affordable housing 
purposes” (Town of Chapel Hill, 2002). As the sole mechanism charged with implementing the 
Town’s owner-occupied affordable housing program, the AHF’s balance should be dedicated to 
sustaining CHT’s operations. At the very least, 100 percent of PIL funds resulting from owner-
occupied developments should be allocated directly to CHT. These payments are directly 
related to the Town’s IZ ordinance and should be allocated towards the organization charged 
with the policy’s implementation.  
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Operational Flexibility 
CHT must be given the flexibility to manage its portfolio of affordable homes in a fashion 
the organization deems necessary. Due to the absence of formal guidelines, CHT must currently 
consult with each municipality and gain permission regarding every policy change proposed. 
This process is inefficient and creates confusion amongst the different governments. One 
solution is to create an advisory board that includes members from all participating 
municipalities. Policies agreed on by this board would apply to all municipalities served by CHT. 
Alternatively, CHT could be given full operational capacity to make policy changes. As noted 
above, this would increase the efficiency of the process and would limit the municipal liability 
associated with CHT’s actions. 
The formal agreement should also address CHT’s ability to rent surplus units to lower 
income families who are unable to obtain a loan, do not have the necessary financial means, or 
who would prefer to rent. As demand for affordable rental housing continues to grow due to 
stricter qualifications for mortgage loans, there is an opportunity for CHT to diversify their 
portfolio with rental housing. This option could assure that unsold units remain affordable as 
opposed to being sold back into the open market by the developer. In addition, rent payments 
would serve as a constant source of income for CHT. Currently, as seen in Exhibit 6 above, only 
21 percent of CHT’s operational funding comes from earned income. As a result, the 
organization remains extremely dependent on external funding sources. The Champlain 
Housing Trust in Burlington, VT relies heavily on income earned from its rental units as a source 
of internally generated funding. Currently the CLT earns 40% of annual income from rental 
revenue. The ability to collect monthly rent payments could decrease CHT’s dependency on 
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external funding sources. The creation of rental units would generate additional maintenance 
and management expenses associated with CHT’s operations, and therefore may be unfeasible 
at this time. However, CHT should have the flexibility to consider rental units if it deems 
appropriate.  
The agreement should also consider CHT’s ability to sell surplus units at market rate in 
order to generate operational revenue. With the average CHT home selling for 30-50 percent of 
its market value, the ability to sell an occasional home at market rate could generate up to 
$85,000 of revenue for the organization.14  Of course, this should only be considered as an 
action of last resort, but having the operational flexibility to do so could decrease the amount 
of reserves needed in the event of foreclosure (see below). In addition, the Town should restrict 
the ability of unsold affordable units from returning to the open market.15 However, in the 
event that an affordable unit is re-claimed by the developer due to its inability to sell to a CHT 
family, CHT should receive a pre-determined amount of the revenue generated from that unit 
being sold into the open market. This stipulation (and agreed upon price) must be enforced by 
town officials.  
Municipal Guarantee  
Finally, any formal agreement between Chapel Hill and CHT must address foreclosure 
issues and formalize a process where both CHT and the Town share financial responsibility. 
Currently, CHT holds $550,000 on their balance sheet to prevent foreclosure measures from 
                                                          
14 Using the current figure estimated by the Town to make a unit affordable. As this paper argues, this number 
would be higher for certain types of units. 
15 The amount of time that CHT has to sell a unit varies depending on agreements made between CHT, the Town 
and the developer 
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happening (Dowling, 2013).16 It’s necessary for the organization to keep this amount in reserves 
on hand in order to protect the security of their homes. Since the organization was formed in 
2001, there has never been a home handed over to a bank. CHT does everything in its power to 
prevent foreclosure and to maintain a home’s affordability. Since Chapel Hill has just as much (if 
not more) interest in maintaining the affordability of these homes, the Town should carry part 
of the burden for protecting their program. The amount of money currently being held in 
reserves by CHT represents a tremendous opportunity cost. If the organization could lessen this 
amount, these funds could be put towards more staff, additional development opportunities, 
community outreach, etc.    
Given the strong foreclosure record of home trust loans, the Town should strongly 
consider providing reserves. In March 2010, the National Community Land Trust Network 
conducted a survey of all 229 CLTs within the network titled the 2009 CLT Delinquency & 
Foreclosure Survey (Thaden and Rosenberg, 2010).17 The survey sought to examine the number 
of CLT loans that had been in serious delinquency, entered the foreclosure process or had 
completed the foreclosure process at the end of the fourth quarter in 2009.18 These numbers 
were then compared to the results of the Mortgage Bankers Association (MBA) Prime Loans 
and MBA Subprime loans at the same point in time. Exhibit 7 below shows the percentages of 
CLT loans either seriously delinquent or in the foreclosure process compared to MBA loans.  
 
 
                                                          
16 An additional $250,000 of unallocated reserves is maintained as well. These funds would be used in the event 
the $550,000 is fully dispersed.  
17 53 CLTs (23 percent) completed the survey, comprising 2,279 resale-restricted, owner-occupied homes, of which 
2,173 had outstanding residential mortgages at the time of the survey. 
18 “Seriously delinquent” includes loans that are at least 9- days delinquent or in the process of foreclosure. 
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Exhibit 7 – CLT Loan Performance Compared to Other Loans 
 
Only .56 percent of CLT loans 
were going through the 
foreclosure process compared 
to 3.31 for MBA Prime loans and 
15.58 percent for subprime 
loans. Overall, MBA loans were 
8.2 more likely to be in the 
process of foreclosure than CLT 
loans. In addition, no CLT homes 
were lost from CLT portfolios during 2009 (Thaden, 2010). 
The strong performance of CLT loans can be partially explained by the stewardship and 
educational programming performed by many CLTs with their homeowners. In the case of CHT, 
homeowners are given pre-purchase educational training to prepare them for the 
responsibilities of homeownership. In addition, ongoing homeowner education and financial 
assistance is typically offered to homebuyers facing financial hardship, which decreases the 
likelihood of default or foreclosure homeownership program. Finally, CHT has several 
intervention and prevention measures in place to deal with homeowners at risk of foreclosure 
(Dowling, 2013). These include contacting the homeowner as soon as CHT becomes aware of 
the situation, offering financial counseling, and providing rescue funds in the short-term. CHT 
has a vested interest in recovering the property from the lender in order to minimize the loss of 
the public subsidy and preserve the affordability of the unit. As the portfolio grows, however, 
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CHT’s ability to provide these services will weaken due to lack of financial support. More money 
must be kept on the balance sheet for reserves, meaning less that can be put towards 
operations or portfolio expansion. 
One potential solution would be for the Town to allocate a portion of its Affordable 
Housing Fund to be used as a reserve fund. The Affordable Housing Fund (AHF) holds the PIL 
contributions from developers who provide payments for affordable dwelling units instead of 
the actual units (explained above).19 According to the Town, “monies received into that fund 
are used for affordable housing activities which are approved by the Town Council” (Town of 
Chapel Hill, 2013). Since these funds are directly related to CHT’s operations, there’s 
justification that the funds could be used to backstop foreclosures. Using PIL funds in this 
manner would also help validate the PIL contributions from developers. 
Unfortunately, the trust fund needs to become substantially larger in order to make a 
difference. According to Loryn Clark, Assistant Planning Director for the Town of Chapel Hill, the 
AHF’s current balance is $30,000 and has recently been a non-reliable source of funding (Clark, 
2014). This amount fluctuates regularly depending on the level of PIL payments contributed. 
Because of the lack of owner-occupied developments approved over the last 4 years, the only 
PIL contributions have been from new rental developments. As explained, these amounts have 
been inconsistent and are traditionally far lower than the amounts contributed according to the 
current formula for owner-occupied units. The PIL contributions for rental developments need 
to be standardized according to a formula. According to Loryn Clark, a larger AHF gives the 
                                                          
19 The fund holds PIL for both owner-occupied developments and rental developments 
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Town more flexible spending abilities (Clark, 2014). Currently, there is no guarantee that the 
Town of Chapel Hill’s Affordable Trust Fund will stay funded. As a result, this fund needs to be 
strengthened (perhaps with a capacity grant, as discussed above) in order to give the Town 
options to support CHT and its foreclosure measures.  
Key Stakeholders 
While working on a formal agreement and sustainability plan, the Town should be 
encouraged to include the University of North Carolina (UNC) and the UNC Healthcare System 
in their discussions. Together, these organizations employ over 24,000 people in Orange 
County, by far the top two employers in the county (see Exhibit 3 above). As of August 2013, 43 
percent of CHT homeowners work for one of three main public employers – UNC, UNC 
Healthcare System, or Chapel Hill-Carrboro Schools (Dowling, 2013). UNC and its hospital 
system play an undeniable role on Chapel Hill's housing stock and undoubtedly share concern 
about affordable options for their employees. The UNC system must take an interest in 
organization’s efforts and contribute financial support. Any discussions between the Town and 
CHT should look to include a representative from UNC and UNC Healthcare. If not already 
known, they need to be made aware of the current issues and the level of dependence their 
employees have for CHT’s services. 
IX. CONCLUSION  
Chapel Hill’s IZ policy, together with CHT, has created an affordable means of 
homeownership for over 200 households in Orange County that would not otherwise have this 
option. Maintaining and increasing the number of affordable options in the Town has become a 
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central focus of the Town Council. As this report has shown, however, the Town must recognize 
the gaps in the current policy and needs to work with CHT on creating a formal agreement in 
order to ensure the program’s future success. CHT is charged with implementing the Town’s IZ 
policy and remains the sole organization responsible for providing affordable homeownership 
options in the Town. Concerns over funding, IZ’s legality, policy flexibility, current contributions 
from developers, and foreclosure measures threaten CHT’s ability to implement the Town’s 
Inclusionary Zoning program. Together, these parties have the ability to shape Chapel Hill’s 
affordable housing future with a formal Inclusionary Zoning Agreement. 
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